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ABSTRACT

This study examined the differences in costs anditpbility for established
conventional and organic cabernet sauvignon virtsytre Edna Valley region of San Luis
Obispo County, California. The study used a pHbptialgeting approach to compare cost and
profitability for established vineyards for 200@dathus ignored transition costs. Data were
obtained from UC Davis cost studies for organic emaventional grape production in other
regions of California in previous years. Adjustrisemade to these costs to account for changes
in input use, input costs and grape prices in a8 Obispo County during the 2009 growing

season.

The basic costs were found the conventional aeste slightly higher than the organic,
however with the partial budget change it was decimefeasible’. The study found that the
profitability of established vineyards would be abwith a price premium of 1.08%. There were
many limitations and estimations when doing thiglgtsuch as secondary information and use

of price indexing; therefore the price premium rbaymore or less depending on the vineyard.
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Chapter 1

INTRODUCTION

Organic products are becoming more available antdicmon be mainstream staples.
Though they are still considered “specialty” prothey are becoming popular enough that
they may lose that designation. In the 1990’sanigs were rare in conventional grocery stores,
and could only be found in natural food stores Weole Foods.With the success aWVhole
FoodsandTrader Joe’s the organic trend has swept the nation. The etdok organic goods
has been steadily increasing during the last de@adkrecently, interest for fully organic wine
has increased also. Although wine that is mada fvoganic grapes is popular, consumers are
not necessarily willing to pay a higher price siynpécause they see an “organic” or “eco-

friendly” label (Delmas and Grant, 2010).

The USDA'’s Economic Research Service (ERS) repdhtatorganic sales in the U.S.
increased from $3.6 billion in 1997 to $21.2 bitlim 2008 (Dimitri and Oberholtzer, 2009).
Over a longer time horizon, the growth in orgargtes is even more impressive: from $178
million in 1980 to $10 billion in 2003, according BusinessWeelCropper, 2004) See Figure
1. This growth is most likely because organic produet being found more in “big box” stores
like Costco and Wal-Mart, making organics more @féle and available. Previously, organic
products and private labels were found only in ratstores likeVhole Foodsand were
available at high prices. With many grocery stdnesging in private labels, such as Albertson’s
employing theNild Harvest Organidabel, the prices are nearing their conventionatpetitors’
products and the variety of products are expandifgl Harvest Organidad 150 products in

2008 and planned to expand to 250 or 300 prodatasfor Albertson’s. According to thé&/ild




Figure 1: Organic Food Sales 1997-2008
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Harvest Organiovebsite, grapes are one of the top 12 fruits aggtables that should always
be purchased organically because they tend to oauch higher levels of pesticides
(wildharvestorganic.con2010). The USDA report also found that grapedtaanost popular
organic produce item purchased by consumers (Diemtt Oberholtzer, 2009).

Overall, organic product sales are increasingabugspecially important area is the
demand for organic wine. In the article “Sonomai@yg’'s Green Wine Summit 2010 Eyes
Growing Demand for Organic wines” by Wanda Henitigyas noted that the sales of organic
wines were growing more rapidly in volume than shées for conventional wines. Nielson
reasearch found that organic wine sales had inedeb3%, in comparison to 3% of conventional
table wines during October and November 2009 (Hgr2009). Ultimately, with the demand
for organic wine indicated by Nielson research,abeeage of organically grown grapes also is
likely to increase. However, for a vineyard todeetified organic, it must go through a process
to convert to organic practices. The farm canafigr organic certification only after it has
completed the conversion process, which meansitbanplied with the organic procedures for

three years.




In San Luis Obispo County, wine grape productioansmportant agricultural enterprise.
As of 2009, estimates of the number of wineriegeaihfrom 110Wineinstitute.org2010;
sanluisobispoinfo.con?2010) to over 300 (based on other industry s@)rcAccording to the
California Certified Organic Farmer’s (CCOF) websithere were 11 organically certified
vineyards in San Luis Obispo County as of Marh2010 (ccof.org). With the demand for
organic wines on the rise, the number of organitewes throughout San Luis Obispo County is
likely to increase. A key question, however, is fimancial feasibility of this conversion.

The overall objective of this project is to assbescosts and returns of organic wine
grape production after a conversion, in San Luis@bCounty compared to conventional wine
grape production practices. For this purpose scastl returns for a hypothetical organic
vineyard were developed. The hypothetical vineysaithg analyzed was assumed to be located
in the Edna Valley appellation of San Luis Obispmu@ty, California. It was already established
as conventional vineyard on 35 acres of land. ty¥laicres were planted with Cabernet
Sauvignon grapes spaced 10’ x 5’ with 871 vinesapee. The other five acres contained
irrigation machinery, equipment, roads, fencing boddings. A five-year-old drip irrigation
system was already established on the vineyardvaddn additional 20-year lifespan. It was
assumed that the vineyard was operated by the cantethat no money was due on the acreage.
No operating loans were required for the converdioa capital was assumed to come from the

owner’s retained earnings or other owner’s equity.




Problem Statement

Based on growing interest by consumers in orgamesy opportunities may exist in San
Luis Obispo County for increased organic wine grala@tings. Vineyard managers may be
interested in converting from conventional to oliggactices but are unsure of the costs and
procedures required for an organic vineyard anti@profitability of organic grapes versus
conventionally farmed grapes. This study will dészthe necessary procedures and compare

the profitability of organic wine grape productiand conventional production practices.

Hypothesis

Conversion of the vineyard to organic wine grapedpction will be equally or more

profitable than a conventionally-farmed vineyard.

Objectives

1. To find the costs associated with conventional graq@duction techniques and those
associated with organic techniques for the hypathketineyard described above;

2. To compare the profitability of growing organic @abet Sauvignon wine grapes versus
conventionally grown grapes for the hypotheticaleyiard;

3. To determine the conditions under which organipgsaare more profitable than

conventional grapes (such as price premiums faaroocgwine grapes).

Significance of the Study

In order for grape producers to keep up with tteving consumer demand for organics,
more vineyards need to be established as orgamicnwerted from conventionally farmed

vineyards. It is often assumed that organic agjiticelis a more expensive alternative to
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conventional agriculture. This study was meardatisfy in part farmers’ concerns and
consumers’ curiosity about the economics of coriveat verses organic viticulture. Through
reading this report, consumers who are concernedtdbe price of organic products will
understand the extra effort that price entailsodBcers will have an improved understanding of
financial and environmental advantages and disadgas of organic farming, which may be

slightly lower crop vyields.

Because the vineyard was hypothetical, no indalidineyard will directly benefit from
this study. Vintners in the Edna Valley also magi\adeuseful information from this study. The

information provided on organic certification coalssist any producer interested in the process.
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Chapter 2
LITERATURE REVIEW

Organics & Organic Certification

Organic agriculture is defined by the United Std&department of Agriculture (USDA) as
a farming production that promotes and improvesliggrsity, biological cycles and soll
biological activity (USDA, 2007). Organic produseshould use products that improve the
ecosystem, not work against it or pollute the swélter or air. The USDA notes that organic
producers must use non-polluting inputs that ddeete residue and that promote the health of
the ecosystem and consumers of the product. Forthre, organic livestock producers cannot
administer antibiotics or growth hormones. Orgamop farmers cannot use traditional
pesticides, synthetic fertilizers, sewage sludgen@@n waste), or procedures like irradiation or

bioengineering (USDA, 2007).

Instead of conventional practices, organic prodsiose cover crops, animal manures,
and composting for fertilizer and nutrients. Tabbsolil fertility and biological activity, farmers
rotate crops; for livestock ranchers, grazing pastare rotated. Integrated Pest Management
(IPM), or biological control is sometimes used lage of pesticides to reduce crop pests.
Biological control means natural predator inseotsraleased to control the population of pests
in the cropland. Each organic farm varies, but eoés many of the same principles: give back

to the soil, maintain its fertility and ensurerénewability (USDA 2007).

12




Table 1: Conventional vs. Organic Farming Techniques

Conventional farmers Organicfarmers

Apply [inorganic] fertilizers to promote plant | Apply natural fertilizers, such as manure or
growth. compost, to feed soil and plants.

Spray insecticides to reduce pests and diseadédse beneficial insects and birds, mating
disruption or traps to reduce pests and disedise.

Use chemical herbicides to manage weeds.| Rotate crops, till, hand weed or mulch to
manage weeds.

Give animals antibiotics, growth hormones an@ive animals organic feed and allow them
medications to prevent disease and spur access to the outdoors. Use preventive
growth. measures — such as rotational grazing, a
balanced diet and clean housing — to help
minimize disease.

Source: Mayoclinic.com

All producers that wish to label their products'‘@ganic” must be state certified by a
USDA verified agency. California Certified Orgamiarmers (CCOF), the state certifier that
will be used in this study, is approved by the USiDAccordance with both the National
Organic Program and international organic standafdie National Organic Program (NOP) is
the organization that develops labeling for orgamacensure the producers meet the standards

that are drawn up in the Organic Foods ProductionoA1990 Certification 2010).

The certification process, according to the CCOBsite, involves four steps.
Application for certification occurs only after tikenversion has been made and is functioning as
an organic entity. To begin, the farm or othedurction site must have proof that they have
been following organic standards for the previdusé years. To start the certification process,
the processor, farmer, labeler, restaurant or wéioerants to become certified, contacts CCOF

to obtain the application package. The applicapackage contains the required forms and an
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Organic Systems Plan (OSP). The OSP is completeel @hen updated as needed) and is
necessary for the producer to lay out what prasticel procedures they followed to become,
and remain organic. After forms are completed, Z6%2on-refundable fee is due to CCOF. The
next step is the inspection to ensure the entityristioning under the NOP standards, and also
any international standards they request verificetor; this also has a fee that varies by size of
the production. The final step is actually recegvaertification, which takes six to ten weeks
with CCOF (Certification,2010). After certification, products may be labetedh USDA and

CCOF Organic.

Vineyard Case Studies

Conversion from conventional viticulture to orgarg@ topic that is not yet widely
researched and documented. Many farmers have thadsvitch, but few formal case studies of
their experiences have been documented. The blatase studies discuss the social and the
financial aspects of the change. Some studies egréucted over short periods of time and did
not allow generalizable conclusions. The studéasl for this review analyzed changes over one
year, five years, and 14 years. In addition, akimgr paper was collected that had reached no
conclusions but was included in this review. Neestudies were found that were based on

California vineyards.

Conversions to organic viticulture and organic fexgrhave been promoted and
subsidized by a few countries. Therefore, manm$aconvert to organic because of their
country’s goals to become more environmentallynflig. This government-supported goal was
noted by the one-year study done in the Vrendeatict located in South Africa (Hough and

Nell, 2003). Other studies concentrate on the exonéeasibility of converting their vineyards;
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this was shown in the case studies of the workaqgepfrom Italy, the 14-year study in Australia
and also the five-year study done in New York S{steestola and Tanyeri-Abur, 2009; Wheeler

and Crisp, 2010; White, 1995).

The economic studies compared the costs of grognages organically with the costs of
conventionally growing grapes. Unfortunately, sedies did not include enterprise budgets and
only listed certain findings. Overall, it was falthat the input costs were higher, the most
recent studies estimated 20-30% higher and thisowasarily driven by labor costs (Vastola and
Tanyeri-Abur, 2009; Wheeler and Crisp, 2010). Thikest study, from 1995 found the costs to
be increased 69-91%, depending on variety (Wh85). Averaged yields were between 5-
35% lower White recorded the largest decreaseeiulyi(Vastola and Tanyeri-Abur, 2009;
Wheeler and Crisp, 2010; White, 1995). Given tighér costs and lower yields, most studies
noted that for growing organic grapes to be econaltyiviable, a price premium was needed.
Hough and Neil found that price premium was norynd0% over conventional price points in
South Africa. This was somewhat higher than thexaye organic price premiums compared to
conventional of 20% for all U.S. produce (Biing-Hwgg et al; 200b In practice, no price
premiums were offered for organic produce from 1891995 as found by White (1995).
However, White's results may no longer apply beeats study is dated. In addition, the study
assumed that a conventional vineyard was split dibwmmiddle and one side was farmed as
“organic”. The standards of the Organic Foods Bectidn Act of 1990 were most likely not
followed (it was not noted in the study), and itymet adequately represent current, most

efficient production because of the very high céstsd.
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Vineyard Cost Studies

Previous cost studies of California wine grapedpmtion provide invaluable information
for this study. Two vineyard cost studies done 6y Davis were used to create a basis and guide
for constructing the theoretical vineyards figuregarding costs (Weber et al, 2005; Klonsky
and De Moura, 2009). UC Dauvis releases studiea f@riety of commodities, in multiple
counties for different years, dating back to th8@S. The two cost studies used in this study
were chosen because they are similar in locatiore frame, and varietal, which make them

acceptable candidates to be the conventional “béfoneyard and the organic “after” vineyard.

The cost studie§ample Costs to Establish a Vineyard and Producee\W@irapesand
Sample Costs to Produce Organic Wine Grapesised on the varietal Cabernet Sauvignon and
its production in Napa County, California. Thedias both describe “representative” rather than
actual costs and outline the features of the virteyacluding the conditions of the vineyard site,
specific vine spacing, trellis and training systemigation, pruning, pest and frost protection,
cover cropping, fertilization, harvesting, yieldanagement, labor, cash and non-cash overhead
expenses. Although representative, their det@fedrprise budgets, cash flow budgets, ranging
analysis (for different yields), annual equipmeémiestment and overhead budgets and even
hourly equipment costs provide useful informatigtoasky and De Moura, 2009; Weber,

Klonskey and De Moura, 2005).

These costs are very specific and can be usethbyard managers to estimate costs by
adding their own input costs and units. The chstiss offer no hypothesis or conclusions.

Rather, they report establishment and productitsco
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Organic Demand Determinants

Economic determinants of demand are what drivafaishthe quantity demanded of a
certain product. Generally, these determinantseaiahd are the following: consumers’ income,
population, prices of substitutes or complimentthefgood and consumer tastes and
preferences. Consumers’ tastes and preferencesitandtely their demand for a product can be
influenced by media reports, advertising and praomot For example, in 1991 Dr. Serge Renaud
coined the term the “French Paradox” that attridute healthy cardiovascular systems of the
French people to red wine. After this report waedin the United States @® Minutes, red
wine consumption increased 44% from the previoas yethe U.S. (Marin Institute, 2000).

Consumers considering organic can be swayed byestadd articles written about
organic products and how they affect the outcons@sumers consider important. These
reports can affect consumers’ desire to eat heaJtto their part for the environment, or support
small family organic operations. For example, asesport published in 2004 highlighted many
health reasons consumers should choose organiagisoover conventionally farmed foods.
Cropper encouraged pregnant women and childreattorganic, noting a study on fetal growth
and pesticides. In the same article, she mentiarstddy from the University of Washington that
involved school children’s diets and an additiostaldy conducted by the Centers for Disease
Control (CDC) (Cropper, 2004). Studies like tm#uence some consumers to change their
tastes and preferences towards organic productshwhift the demand curve to the right (an
increase). As consumers become more health corscand environmentally friendly, the

demand for organics continues to increase.
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Enterprise Budgets and Partial Budgeting

Enterprise budgeting is a useful tool to assessettuens and costs of an enterprise per
acre for an entire enterprise (e.g. a crop or helrrontrast, partial budgeting can be used to
find what the benefits and detriments of an altevegroduction practices or technologies

would be, considering only changes in productiacpeces.

Enterprise budgets are used on farms to estimats aad potential revenues for a single
enterprise. On a farm with multiple crops anddieek, each will have an enterprise budget;
e.g., one for corn, one for dairy cows. In additio creating different budgets for each
commodity, they can also be made for different lee¢ production or technology. For crops,
each item on the budget will be based on a perlzsEs. An enterprise budget typically contains
the estimated crop yields and estimated pricehasodvenue per acre can be projected (Kay et
al., 2008). It also contains each of the inputgfe-harvest (variable) and post-harvest
(variable). Inputs can include fertilizer, seedhdg irrigation charges, and % of overhead. Each
input will have a line on the enterprise budget tiaes the unit of measure, the quantity
required, price per unit and total price, on ag®e basis. Below the variable costs, the fixed
costs are calculated; fixed costs can include m&ehj taxes, land and management (Kay,
Edwards and Duffy, 2008). After the estimatecerawe and inputs for pre-harvest and post-
harvest are calculated, the gross margin is detexin{Total Revenue-Total Costs), along with
break-even numbers. The break-even (B/E) for p cam be calculated for the variable costs
and the total costs: B/E price for variable costsalculated as (Total Variable Costs) / (Yield
per acre). The B/E for total costs is calculateeldame way but with Total Costs in the

numerator. A summary of the enterprise budgelsis iacluded; this calculates the returns over
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variable costs, returns to land and managementehens to land investment, the rate of return

to land and the pure profit (Kay, Edwards and Du2g08).

Partial budgeting is used on farms when changebeaing made, such as converting
from one enterprise to another, or analyzing séwri@rprises and their interchangeability. It
can be used when considering increases in heaatttd,@r to aid in the decision to lease or buy
a piece of machinery or to plant more grapes instéalmonds. Kay et al. note that a partial
budget compares benefits and costs of changing drerenterprise to another, or changes in
practices for a given enterprise. The partial ltidgset up like a ‘T’ account; on the left side,
potential profits from the new enterprise or praetand the decreased cost of inputs from the
enterprise or practice being replaced are congidaezaefits. On the right side, the amount of
profit that will be lost from the enterprise beirgplaced is listed, and the increased cost of
inputs from the new enterprise, are detrimentserAjoth benefits and detriments are broken
down, and each side is added up, they can be cemhpang two equations to determine the

overall impact on the business (Kay, Edwards aniiyDR008).
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Chapter 3
METHODOLOGY

Procedures for Data Collection

The objective of this project was to compare castsreturns for a conventionally
farmed Cabernet Sauvignon wine grape vineyard aratganic one. The vineyard that was
examined in this study was a “typical” vineyardpwymg Cabernet Sauvignon wine grapes.
Compared to other regions of California, there lsck of information for organic vineyards in
San Luis Obispo County, so this study will pregbetconversion from conventional to organic
viticulture for that County. In addition to thegsible environmental benefits of farming
organically, this project will examine if theretlse potential for increased profits from the
production of organic wine grapes. There are nfaotprs a vineyard needs to consider for an
endeavor of this size. The data collected for pintgect can help managers comprehend these
factors. These include the costs of the curreataton’s production, the costs of the current
operation with organic input costs, determinatibthe profitability of growing organic grapes
over conventional grapes, and the tools to condiucenverting is economically feasible.
Ultimately, this study will determine whether organet profits would equal or exceed

conventional net profits.

Organic Certification

Farming organically can be a lifestyle choice, ipubrder to be able to sell product as
organic, it must be certified by a USDA approveatesiorganic certifier. The California state
certification firm that was used in this study wzalifornia Certified Organic Farmers (CCOF),
located in Santa Cruz, California. This companyé&bsite contained detailed information about

the certification process to help producers thrathghchange.
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For interested producers, the CCOF website haguérgly Asked Questions about
certification and the initial forms that had todmmpleted. While the organic standards
documents could also be found on the USDA web&@OF had a series of three manuals to
guide producers. The first manuslanual One: CCOF Certification Proces$gscribed
responsibilities and rights of certified operatahng procedures of CCOF, costs of becoming
certified, how CCOF certifies organic productiomsl dalow managers maintain organic
certification. The second manu®anual Two: National Organic Standards, 7 CFR 205,
contained the USDA National Organic Program (NORn8ards, which are the very detailed
standards of how organic operations must be managader to achieve and maintain
certification. This information was also found thie USDA website through the NOP section of
the site. The detailed standards were locateldarOrganic Foods Production Act of 1995
(amended through public law 109-97, in 2005). Htisly will consider requirements to become

USDA certified, but primarily will focus on the anal cost of certification.

Costs

The costs of certification were found on the CCGdbsite’s certification section, but the

costs for the actual conversion were not considered

Because the vineyard was assumed to alreadygreduction, the vineyard
establishment costs had already been paid. The fayshe established vineyard were
approximated from the 2009 study “Production anchi@a Costs to Establish a Vineyard and
Produce Wine Grapes-Cabernet Sauvignon” (Klonsklylae Moura, 2009). The new organic
vineyard’s costs were estimated from the 2005 sttfsigmple Costs to Produce Organic Wine

Grapes-Cabernet Sauvignon”, and was also consider@deady be established (Weber et al.,
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2005). The data for the enterprise budgets wasapilyrcollected from the UC Davis Cost
studies. Although the values reported in this gt for Napa County, the majority of the
inputs and quantity of those inputs were deemeacanrate estimate for San Luis Obispo
County also. To assure that these numbers wereayie accurate, experienced professionals
were consulted (De Moura, 2010; Patterson, 2010shy2010). Costs that changed in the
organic vineyard were the costs for fertilizer,bdieides, fungicides and labor. The conventional
inputs were eliminated and the costs for organidlifesr, fungicides and weed control increased.
These included costs for compost, organic fertilaed fungicides, and the increased cost of

machine labor required for weed control.

Table 2: Inputs Eliminated and Added

Organic Inputs Added

Organic fertilizer

Extra machine labor for weed control

Organic Fungicides

The additional cost of loss of yield during the &ay conversion period when crops could
not yet be labeled as “organic” was not considamembsts. Grapes could still be sold during the
3-year period, but because the vineyard was iptbeess of converting to organic, they were
not able to use conventional pesticides, herbiciidsertilizer. Because of the losses to pests,
weeds, and the lowered fertility, the yields mayenbeen lower than their previous years under

conventional farming.




Although these studies were done for the Nortas€Cand Napa, the costs were
considered a good estimate for vineyard costswieut changed to reflect the needs and costs of
San Luis Obispo County. This project used datanftive available cost studies to estimate the
costs of a conversion from one cost study to amothbe existing cost studies were done on
hypothetical vineyards, the organic vineyard fana-year period, and the conventional over a
slightly longer period because it included the sadtestablishment. Only the production
numbers costs and yields were used from the coimvehtcost study, which was the fifth year of
the vineyard. The budgets were developed baseldeoseime basic vineyard configuration before
and after the conversion. The costs were changedrtent San Luis Obispo County prices that
could be located, and the differential needs ofd\apre considered and changed, which only
included the different frost protection. Costs agidirns were considered for the 2010 season, as
if the vineyard remained conventional and if theeyiard had made the conversion. Prices for
the Organic study, done in 2005 were adjusted usiaggricultural price index to reflect current
prices. This was done by obtaining the 2009 Adpurcal Prices document from the National
Agricultural Statistics Service and using pricedarihg to update prices from 2005 to the most

recent available prices, which were for 2008 (NASH)9).

Profitability

As in any financially successful operation, thiseyard is assumed to desire a higher
profit. To determine 2010 Cabernet Sauvignon ggpiee per ton, the previous three years of
California’s District 8 prices were averaged. Timejected 2010 crop yields for the conventional
vineyard were averaged from the previous five yeesp yields in San Luis Obispo County
(Department of Weights and Measures Crop Repddd5-2009). The organic vineyard’s yield

was reduced by 3% by recommendation from experéepoafessionals (Welsh, 2009). Because
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of the possibility of no price premium, the budgetse given the same purchase price for their
grapes. A necessary price premium was calculaeseded to make the profitability of the

organic vineyard equal to that of the conventiomaéyard.

Procedures for Data Analysis

Data Organization

The goal of this study was to examine if the padility of converting to an organic
vineyard would at least equal the profits earnedhfa conventional vineyard. The UC Davis
cost studies’ enterprise budgets were used as@danio create the enterprise budgets for the
vineyard before, and after the conversion. Dagzi§ip to San Luis Obispo were incorporated
into the budget and costs incurred only in NapataedNorth Coast were eliminated. One cost
that was eliminated was the wind machines usettdst protection. This cost was removed at
the advice of experienced professionals because mathines are not necessary for the Edna
Valley wine region (Patterson, 2009). Additionallye labor costs were changed to reflect those
located on the Bureau of Labor Statistics web8tead€au of Labor Statistics, 2009). Finally, the
costs for machine labor were increased 25% toatedetra tractor work needed for weed control

in the organic vineyard (Welsh, De Moura, 2009).

Microsoft Excel was used to organize the cost ddtaenterprise budgets. The cost data
were expressed in dollars, the yield data werems aand the inputs in their necessary
measurement (e.g. hours, gallons, tons). The geraad historical price data from the NASS

website was available in Excel format and was irtgzbfor use in Microsoft Excel to assist in
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estimating prices. The cost data regarding orgesritification by CCOF was included in the

enterprise budget by annual cost per acre.

Because current costs could not be located frdvargiublished sources, the prices for
the enterprise budget were price indexed to thd mwsent year available. In tiggricultural
Prices Summarit has the recorded “Costs paid by farmers” frewent years (NASS, 2009). In
order to update prices, the year from which thegsriare from is located, along with the most
current year (or whichever year that the pricesd@ime indexed to). In this case, the prices from
the 2005 organic budget had to be updated to tB8 @fices. To do this, the cost of the ‘current
year’ is divided by the cost of the ‘base yeargét the ‘price index’. Then, the cost-per-unit is
multiplied by the ‘price index’ to equal the curteost of that product. This was done for each

item on the enterprise budget, by farm category.

Analysis

Analysis of the budgets indicates the profitabibfyboth vineyards. From the enterprise

budget, break-even analysis was done, on the apg@ists of both vineyards.

With the enterprise budgets completed, Excel veasl tio create a partial budget for
substituting organic for conventional wine grapesider to analyze the impact of the change.
The benefits of the change were listed on thesief of the budget, and the detriments were
listed on the right side. Benefits included theré@ased revenue from yields obtained from
organic production (even if they were less thanveational production), and the decreased costs
resulting from ceasing conventional production.e Tetriments included the lost revenue from
conventional production, and the increased cosscgated with farming organically. The two

sides were summed (no negatives) and could theoreared using benefit to detriment
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analysis and break-even analysis. The equatiorBdoefit-Detriment analysis used weB:D
andB/D: for the change to be beneficial, both equatidvmaikl have been greater than 1 to

indicate a positive change.

After analysis of the partial budget, price preminoeeded to equal a break-even change
in production practices was calculated. Becausepbssible that no price premium would be

given, the analysis was initially done with the sgpnice that the conventional grapes received.

Analysis of the certification costs entailed cadtirig the annual certification cost
according to the Gross Organic Production Value P&} which was calculated as all farm gate
organic sales. This is simply the gross salesveddrom the grapes per acre. These costs were

added to the organic budget.

The hypothesis may be proven or disproven throbglahalysis of the data collected.
To be proven, the revenues of the organic vineyadtdy conversion, must equal or exceed the
expected revenues of the vineyard if it remained/eational. To reject the hypothesis, the costs
associated with the conversion to organic will &wend to exceed the revenues, and be less

profitable than the previous vineyard and therefaebe worth the change.

Assumptions

One assumption for this study was that this vingyeas a “typical”’ or “representative”
one, meaning there was not a specific vineyarddhia was collected from, or for. It was
assumed that the costs gathered and projectedaseneate for San Luis Obispo County and
were based on well-maintained vineyards. Alsts #ssumed that the input prices and quantities
were correct and current for the San Luis Obispor®psetting and were the average amount
used on a well-maintained vineyard in this area3es of these costs may not be typical to
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every vineyard, though some sensitivity analysis performed to reflect different market
conditions. It was assumed that all projected giefuls modified for single year budgets were
“typical”: no extremely high yields or unexpectediyv yields, which are possible for either

conventional or organic.

Limitations

As this was based on a theoretical vineyard anithaustry averages, the study was
limited in its availability to assist in actual agrsion projects. The most accurate data for San
Luis Obispo County was applied if available or wiestimated was noted as such. The methods
from this study could be applied to a specific yau@l’s transition to organic viticulture, but
prices should be changed to reflect current mgrkeés and quantities to the necessary amounts
required in that specific vineyard. To determinerent costs, some were price-indexed, which
may lead to inaccuracies. Additional informatioonfra specific vineyard may replace or add to
this project to make it more suitable for an actuagéyard. Any trade names, or firms
mentioned in the data collection and analysis were way directly involved in this study, nor
are they endorsed by this project. This projedt Wiaited by its use of secondary information.
Also limiting this study was the short length ohé available to gather, analyze and interpret
data. Though it was assumed that projected yiets “typical’, actual yields from year to year

will vary and possibly have extremely low or highits.
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Chapter 4

DEVELOPMENT OF THE STUDY

Data Collection Problems

This study would have benefitted from having asd¢esmore current, San Luis Obispo
data. For example, an actual working budget obthfrom a San Luis Obispo County vineyard
would have eliminated any differences regarding@banty. Additionally, Farm Supply was
consulted for current agricultural prices, but wesdequate because they had only retail prices.
Had these prices been available for producerspuldveliminate any errors in cost on the
enterprise budget. Another section that would lraade this study more comprehensive would

be the actual costs of conversion from conventitmakganic.

Analysis

The analysis shows operating costs for two virgsyare similar, with the organic budget
being slightly lower. Therefore, these two typépr@duction incur very similar costs. The
partial budget favored the conventional vineyardrdtie organic vineyard with a negative
benefit to detriment analysis. The price premiweaded to favor the organic vineyard was also

found.

To find current estimations of price and yieldyguction per acre from the previous five
years was averaged. Additionally, a 3% loss wasitaed from the estimated 2010 production
to represent the organic vineyard’s estimated prtiolo per acre. To calculate 2010 estimated

price, the average of the last three years (200BR@as used. Because the 2006 price was so
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low, and prices continued to increase from yeasetr, it was chosen to use only the last three

years. These calculations can be found in table 3.

2009
2008
2007
2006
2005

Price Per Ton

2009 $1,031.66
2008 $1,003.82
2007 $ 911.73

Production Per Acre

3.993
2.408
3.752
4.067
5.345

Estimated 2010 Production Per Acre
No Loss 3% Loss
3.913 3.79561

Estimated 2010 Price Per Ton
$ 982.40

1.08% Price Premium
$ 993.14

Conventional Vineyard Enterprise Budget

The conventional budget shows the 3.913 tons &2 .49 per ton, equaling gross sales at

$3844.18 (Table 4). The operating costs of fesilj herbicide, fungicide, water,

custom/contract, rent and assessment equal $320fh@ cost breakdown shows that the

fertilizer, herbicide and fungicide account foramd 5% of operating costs whereas labor is

around 75% of operating costs. The water, whicharesthe same, is used for both irrigation

and also through sprinklers for frost protecticmpaeded. The PCA contract work monitors the

vineyard for pests, nutrition and water usage. ithaloklly, the rent of tractors and forklift apply

to harvest time when extra machinery is needed.
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The break-even yield for this budget is 3.263 tovtsch is 0.649 tons LESS than this
vineyard is expected to produce. The break-eviee 5 $819.33, again less than expected
return for this vineyard ($181.26/ton less). Thiessak-evens show that the current vineyard

would typically cover their operating costs.
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Table 4: Conventional Enter prise Budget

2010 ENTERPRISE BUDGET
Cabernet Sauvignon Wine Gra onventional
Cabernat Price per Ton 5 98240
Cabernet Yields per Acre 3913 Land Value S75,000
Value
Revenuas: Ouantity Unit Cost per unit or Cost
Cabernet SALES 3.913 Acre 982.4 53,844,13
[Operating Costs 5/acre|
[Fertilizer:
8-8-8 (10.2 lbs per gallon) 5L00 Ib 50.36 51B.36
Herbicide:
| Glyfios Lo0 pint 46.17 $6.17
Fungicide:
Wettable Sulfur 97 6.00 Ib 50.75 54.50
IMS Stylet Ol 2.00 gal £20.77 S41.54]
Rally #0 WSP 4.00 oz 55.50 522.004
Flint .00 oz 516.50 533.00)
Pristine 10.00 oz £3.77 £37.708
Water: Irrigation & Frost Protection
Water Pumped at {155,866
Iestions) 573 acin $16.50 584,55
Custom,/Contract:
PCA (pest, nutrition, water
monitering) 1.00 acre 5100.00 5100.00]
Harvest labor 5.00 ton 5150.00 £750.00
JRent:
Tractors {2) 4.00 acwk 524.66 S98.64
Forklift (1} 2.00 acwk 517.33 534.66
Assessment:
Labor {machine) 24.45 hrs § 1177 5287.78
Labor (non-machine) 15431 hrs & .03 51,393.42
Fuel-Gas 2877 gal 53.36 596.67
Fuel-Diesel 29.48 gal £3.70 £109.08]
Lube 531.004
Machinery repair 547.004
Total Operating Costs £3,206.05
Gross Profit £638.08
Break Even Yield (in tons) 3.263
Break Even Return £819.33
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Organic Vineyard Enterprise Budget

The organic vineyard enterprise budget shows tpeard tonnage of 3.796 at $982.40
equaling $3728.81 gross return per acre (Tabler'ag cost breakdown for the organic vineyard
shows that a higher percentage, 6.5% accountefftliZer and fungicide; and the labor
percentage was around 76%, only slightly highen tha conventional budget. For the organic
vineyard, the fertilizer changed, no herbicidesemesed, fungicide changed, the organic

certification was added as well as 25% added orachime labor for weed control.

The break-even in tons is 3.201, which is 0.66%&Ehan the expected yield. The
break-even price is $154.91 LESS than the expeetadh. As with the conventional vineyard,

the organic vineyard also would typically be aldeover their operating costs.

The Partial Budget Analysis

The Partial Budget analysis shows the detrimemsranre than the benefits of converting
the vineyard (Table 6). This is shown by the niegab40.76 as well as the .994, which suggests
that conventional production is more profitableowéver, with a 1.08% price premium
($993.41 per ton), the organic vineyard would beadly as profitable as the conventional
vineyard. Additionally, if the organic vineyard meto yield 3.84 tons, it would also be equally
profitable. Both the yield and the price necess$aryrganic production to be as profitable as

conventional production fall within the observe@dige annual values during the last five years.

Hypothesis

According to the analysis of the partial budde, hypothesis “Conversion of the

vineyard to organic wine grape production will lopially or more profitable than a
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conventionally-farmed vineyard”, must be rejectedduse the costs are greater than the
benefits. However, the difference in net bensfégmall enough that this result may not apply in
every year or for an individual vineyard with sonfawdifferent characteristics than the one

analyzed here.
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Table5: Organic Enterprise Budget

2010 ENTERPRISE BUDGET
Cabernet Sauvignon Wine Graj Organic
Cabernet Price per Ton = 5 982.40
Cabernet Yields per Acre 3.796 Land Yalue 575,000
Value
[Revenues: Cluantity Unit  Cost per Unit or Cosf
Cabernet SALES 3.796 Acre 9824 53718 81
(Operating Costs 4/ acre]
[Fertilizer:
Potassium Sulfate Fines (H3-
S0 2500 b 5039 59.72
Compost (includes haul &
spread) 1/2 rate 2.00 ton 573.17 §146.34)
YFungicide:
Thiolux let (micronized
sulfur) 6.00 b 5107 6.
Sulfur Dust (Wilbur Elfis) 60,00 b 50,20 511%3
Serenade 4.00 b £7.45 529,
'Water: Irrigation & Frost Protection
Water Pumped 5.73 acin %16.50 594.55)
(CustomContract:
Harvest: Hand 5.00 ton 5143.66 §7182
JRent: Bl
Tractors (1) 4.00 acwk L24.66 £93.64
Forklift (1) 2.00 acwk 5$17.33 £34.65
Assessment:
Organic Certification 1.00 acre SB0.00 L0000
Labor {machine} 2803 hrs 5 11.77 §329 85
Labor {non-machine) 144.77 hrs H 9.03 $1,307.27]
Fuel-Gas 11.80 gal 53.36 £39.65)
Fuel-Diesel 42.02 gal 5370 5155.47|
Lube 531008
Machinery repair S47.00
Total Operating Costs $3,073.87]
(Gross Profit 5654 .93
Break Even Yield (in tons) 3129
Brezk Even Retumn 5804.85)
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Table 6: Partial Budget

Partial Budget Organic Wine Grapes for Conventional Wine Grapes

Benefits Detriments
Increased Yield: Decreazed Yield:
Organic Grapes Conventional Grapes
31798  tonsak SoEd A0 £3,7HE RSV E] torsat 5 GERAD 5384413
Decreased Costs: Conventicnal Inputs increased Costs: Organic inputs
|Fertilizer: Fertilirer:
Potasshim Sulfate Fines
&-8-8 {20.2 ibs per gallon] S1& 38)(0-0-50] 5872
Compass £146 34
|Merbicide:
Glyfas 2817
Fungicide: Fungidde:
‘Wettable Sulfur 57 Thialux jet Sib.4a)
IS Styles il Sulfur Dust L EE |
Rally 40 W3P Serenade 529,79
it
PPristine
CustomContract s 820,00 |Custom/ Cantract 5 71838
|Labor: Lobow:
Machine SZET.TH  Machine £330 a5
Hon-Machine 51,353 43 Mon-flachine L1 307 33
Organic Certification LSE0.0M
Total Berefit L6,A24.27 |Tatal Detriment SE 45403
Benefig-Detrimert= {520 T8}
Benefit/Detriment= O.9o3654308
Break-even Quantity= 384
Break-even Price= 259314
Price Premium nssded= 108
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Chapter 5

SUMMARY, CONCLUSIONS AND RECCOMENDATIONS

Summary

This project has presented the analysis of pastersion costs and profitability for
conventional and organic Cabernet Sauvignon virtey&ample budgets were collected for
other regions and previous years, and modifieéfieat current, San Luis Obispo County costs,
prices, yields and needs. The two budgets wergaced, analyzed and both types of
production were found to both be profitable. Howeweganic production resulted in a small
negative amount cost-to-benefit, which indicates #t a zero percent price premium, converting

is not as profitable as conventional production.

Conclusions

Analysis of the two enterprise budgets, convemti@md organic, indicates that both type
of production are profitable. Both cover their cggang costs and have additional funds to cover
depreciation and other fixed costs. The partialded analysis found that the conversion to
organic would result in more costs (detrimentshthanefits to the vineyard. Essentially, the
hypothesis that conversion to the organic vineyewdld produce equal or higher profits than the
conventional vineyard after a conversion must lpected. However, as stand-alone budgets, the
organic vineyard actually has nearly $20 more gposfit than the conventional vineyard. It
was found that with only a 1.08% price premium,¢baversion would be an equal cost-benefit
trade. As many of the costs were estimated, am@aeyard and cost structure is different; the

1.08% price premium may be possible for an orgaimeyard to obtain. With different
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practices, there may need to not need a price prarar a greater price premium may be

needed.

Recommendations

For any producer deciding whether or not to conthesir vineyard to organic, they

should use their own budgets, or input their owingsrinto the enterprise budgets categories.
Additionally, the cost of the actual conversion was calculated and this is potentially quiet
important. The costs needed to convert such agesting for carbons and residual non-organic
chemicals; overall operating changes such as megthweed removal, as well as the revenues
potentially lost due to lower yields during thedéryear conversion must be taken into account.
Also, the period required to pay off those costsidde important to a producer. In the larger
scope, a market study for the San Luis Obispo siteald be done to be confident that a market
for their grapes would be available after convertim certified organic practices. If not, perhaps

converting the vineyard to organic but not receguine certification would be a desirable option.

Fellow researchers would benefit from having addal information and perhaps
utilizing a physical site that has adequate budgessiable. Though the UC Davis cost studies
that were used was a good place to start, haviuglacumbers for a vineyard in the location for
which the vineyard is located would be preferaliise of current bulk/agricultural costs for
inputs would be recommended, and would be morerateethan indexing aged costs. More
time for this project to calculate the physical wersion and organic certification costs, estimate

revenue lost, and organic certification costs $® aecommended.
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